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A FORWARD LOOK AT MORTGAGE FINANCING 
O NE sunny day in the year 430 B.C. twoenterprising young men who dwelt in 


the sacred city of Nippur in Babylon, borrowed thirty bushels of dates from 

a fellow townsman and pledged their ancestral lands as security for pay- 
ment. This first mortgage of record was unearthed in 1893 when the 730 clay tab- 
lets were excavated from among the ruins of Nippur by an archaeological expedi- 
tion sponsored by the University of Pennsylvania under the directorship of Dr. John F, 
Peters, Translated, the cuneiform mortgage read: 


Thirty bushels of dates are due Bel Nadin Shun, son of 
Marashu, by Bel Bullitsu and Sha Nabu Shu, sons of Kirebti, 
and their tenants. In the month of Tashri (month of the 
harvest) of the thirty-fourth year of King Artaxerxes I, 
they shall pay the dates, thirty bushels, according to the 
measure of Bel Nadin Shun, in the town of Bit Balatsu, Their 
fields, cultivated and uncultivated, their fief-estate, is held 
as a pledge for the dates, namely thirty bushels, by Bel 
Nadin Shun, Another creditor shall not have power over 
it. 


This translation from the clay tablets of 430 B. C. reveals an astonishing simi- 
larity in fundamental principle to the modern mortgage of today. 


Mortgage financing in this country has become a gigantic industry representing 
an investment of nearly sixty billion dollars, It is America’s biggest business, 
During the early part of this year mortgage activity was sluggish, reaching a post- 
war low on our mortgage activity index of 145.5 in March, but the downward trend 
reversed in April, and by the end of August our mortgage activity index had recap- 
tured 17.4 points for a reading of 162.9. With the recent improvement in real estate 
sales and the going high level of residential construction the mortgage activity in- 
dexes for September and October should continue to move upward on our chart. 


From our conning tower all signs augur well for a period of active mortgage 
financing during the first six months of 1950, and probably for the balance of the 
year. 


There is no shortage of mortgage money in America, In an address before 
the annual convention of the American Institute of Steel Construction at White Sulphur 
Springs on November 1, Earl B. Schwulst, president of the Bowery Savings Bank of 
New York City, declared the spread of pension systems for industrial workers, to- 
gether with the rising bank deposits and insurance company reserves, assured a 
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plentiful supply of mortgage money for new building operations for months to come. 
Mr. Schwulst stated that savings institutions will have about $7 billion to put to 
work during the next year, and that the widespread adoption of the pension plans 
such as adopted by the Ford Motor Company would add substantially to the supply 
of capital, But while there is no lack of mortgage funds, there is a maladjustment 
of supply and demand, and with the demand strong and the supply of new mortgages 
inadequate, it is obviously going to require intensive search and effort to acquire 
acceptable mortgages in enough volume to expand portfolios. In a recent estimate 
the Home Loan Bank Board places the net increase in outstanding small home mort- 
gages at $1 billion for the first six months of 1949, as against an annual increase of 
nearly $5 billion in the two years preceding. Of course, the heaviest pressure for 
mortgages will continue to be in the large eastern cities with their vast resources of 
capital and slower growing populations. 


Within the recent past an opportunity was given mortgage investors to increase 
their portfolios by purchase of outstanding HOLC mortgages through competitive 
bidding. The mortgages involved were in New York State, New Jersey, Massachu- 
setts, Connecticut, Rhode Island and Michigan, The huge block of about 42 thousand 
mortgages outstanding in New York State, amounting to approximately $100 million, 
were bid in by the Dime Savings Bank of Brooklyn at $100.25 for mortgages under 
$2 thousand, and $100,333 for mortgages over $2 thousand, We understand, how- 
ever, that the Dime Savings Bank disposed of $25 million of these mortgages to two 
groups of savings and loan associations in New York State. The $29 million mort- 
gages outstanding in New Jersey went to the Howard Savings Institution of Newark 
at $102 plus $10 thousand, In Massachusetts, about 8 thousand loans, approximating 
$18 million, went to a group of three banks, The Boston Five Cents Savings Bank, 
Worcester County Institution for Savings and the Springfield Institution for Savings, 
for $101.50 plus $2,230. A small block of this merchandise ($1,200,000) is going 
to the Newton Savings Bank, The Rhode Island mortgages passed to the ownership 
of the Industrial Trust Company of Providence for $102.50. The Connecticut mort- 
gages were purchased by the Mellon National Bank and Trust Company of Pittsburgh 
with a successful bid of $101.28. This bank also was the successful bidder for the 
outstanding mortgages in Michigan at a price of $100.63. 


All of these mortgages are extensions of original loans, or mortgages acquired 
by the HOLC through foreclosure of the original mortgages, and they have been 
seasoned during several years of servicing. And most of them have at least a third 
of the indebtedness paid off at present market values, It seems to us that the enter- 
prising banks which acquired these HOLC mortgages have, by one stroke of the brush, 
attained, along with additional income, a reservoir of new contacts which should 
prove to be a prolific source of further business, Furthermore, the increase in 


their portfolios at a time when mortgage competition is sharp is another factor 
of importance, 


Comments of HOLC officials, predicated on experience managing what was 
originally a $3-1/2 billion portfolio, are particularly interesting at this time. HOLC 
servicing experience would indicate that the larger the loan and the higher the 
income bracket of the mortgagor, the more vulnerable the mortgage to delinquency 
and foreclosure, Small home owners will usually make more sacrifices to protect 
their equity than the owners of more pretentious homes, HOLC officials are of 
the opinion that reasonably long-term mortgages involve less risk for the mortgagee. 
This would suggest twenty to twenty-five year mortgages on new properties and 
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fifteen year loans on older homes, They are inclined to believe that servicing home 
mortgages costs the banks more per account, average, than it cost HOLC. It was 
also the opinion of one of these officials that the effect of high taxes on property 
values is too often overlooked, or ignored, by appraisers, 


The dire fear of a depression has subsided, With the steel strike settled ona 
basis satisfactory to the Union and its great and good friend in Washington, and with 
the nation’s economy finding its bruises only skin deep, business should rebound 
with the turn of the New Year. The building boom will be with us for a while longer. 
The housing “starts” for October show another 100,000 month, which makes a total 
of 843,100 “starts” thus far in 1949, This is a gain of 28,300, or 3.5%, over the same 
period in 1948 and practically assures an all-time record year for housing construc- 
tion in 1949, While the spring season may witness a slight drop from the present 
high level of residential building, the fundamental urge for home ownership, sup- 
ported by favorable credit terms, promises sustained demand for mortgage money. 
Building costs will probably remain firm but cheaper houses will get increasing 
attention from builders, With the elections of 1950 looming on the political horizon, 
Congress will show a razor-edge alertness to any marked lag in home building, and 
if it occurs, it would seem quite likely that even easier mortgage terms and higher 
guarantees might be forthcoming. 


To institutional lenders I have queried, the future presents a couple~colored 
picture with the somber tones of government encroachment overshadowing the rosy 
hues of private enterprise, The steadfast refusal of the Veterans Administration 
to raise the interest rate on GI loans is what irks lenders most, and now they heat- 
edly aver that the Federal government is trying to bully them into making every 
4% loan it suggests by menacing them with direct government loans to veterans. 
Of course, the practice prevalent among some bankers of processing GI loans and 
then turning them right back to “Fanny May” has not made them any friends in 
Washington. At the recent convention of the Mortgage Bankers Association in 
Chicago, Samuel Neel, counsel forthe Association in Washington, told the assem- 
bled mortgage bankers: “If the Association continues to rely on the use of the 
Federal National Mortgage Association, I think it should do so with a clear under- 
standing that it will make almost inevitable the passage of some kind of direct 
loans.” 


Within the past few weeks it has been called to my attention that one of the large 
insurance companies which several years back dropped out of the market for GI 
mortgages, has since advised its correspondents it is again prepared to accept 
them. We were glad to know this, as it may tend to help postpone any action for 
direct government loans, While we think the government is influenced more by 
political than economic reasons in so doggedly holding to the 4% interest rate on 
GI mortgages, we also believe that in the present real estate market, lenders should 
be willing to sacrifice some net income for the added safety factor of the guarantee, 
In fact, it is our opinion that the major part of the investment in new mortgages 
should be guaranteed or insured, True, the contract rate is higher on conventional 
mortgages generally, but the deduction from this income for General Mortgage 
Reserves reduces the net advantage over the return from the insured types. A 
General Mortgage Reserve account is an essential part of carrying on business 
and removes much of the risk from the conventional type of loan, It also aids in 
stabilizing the future dividend rate paid depositors, 
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For several years the mortgage industry has been traveling a broad highway 
of ample funds, easy credit terms, few delinquencies and an all-time minimum 
in foreclosures, To some mortgage lenders it still stretches ahead like the road to 
the wonderful land of Oz. Perhaps under the fiscal conjuring of the “ Fair Deal” this 
happy experience will go on and on indefinitely. However, the weight of responsible 
opinion is not in this direction. As we look ahead we see no reason for changing 
our current view of mortgage financing. It is our opinion that the mortgage industry 
is moving into a period of high risks where it is quite clear that prudence puts the 
emphasis on caution, Overoptimism concerning future real estate values is hazard- 
ous, Construction costs are very high and so are the prices of homes -- even the 
“log cabin” type. Some day, both will surely decline. Prices do not follow a one- 
way street indefinitely. However, lending institutions are operating under conditions 
today where there is a broad opportunity for error constantly hanging over them, 


Just before the turn of the century when Denman Thompson was wringing the 
hearts of America in * The Old Homestead” a “plaster” on a house meant a mortgage 
and “mortgage” meant a “death grip” on the home. Many changes have occurred 
since then and among them a new appreciation of the mortgage lender and the im- 
portant part he has played in the existence of the American home and the preserva- 
tion of family life. What lies ahead for him only the unpredictable changes in the 
nation’s economy can unfold, but we wish him the best of luck in 1950, 


E. JOHNSON 











